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SUBJECT: INTERBANK INTEREST RATES AND RUMORED REDUCTION IN 
OFFICIAL DISCOUNT RATE 

1 . TRANSACTIONS IN ITALY’S INTERBANK MONEY MARKET 
(THE ITALIAN "FED FUNDS" MARKET) FOR LONGER THAN 48 
HOURS HAVE COME TO A VIRTUAL STANDSTILL. THE COST OF 
LONGER-TERM MONEY NORMALLY QUOTED BY MILAN'S FINANCIAL 
DAILY (IL SOLE-24 ORE) AND REPORTED BY REUTERS IS 

NOT CURRENTLY PUBLISHED. (THE NINETY-DAY RATE HAS NOT 
BEEN QUOTED SINCE FEBRUARY 2 AND THE THIRTY-DAY RATE 
SINCE LAST WEEK.) THE BID OFFER QUOTATIONS FOR 
48-HOUR MONEY WERE 1 1.50-1 1.75 PERCENT, RESPECTIVELY, 

ON MARCH 28, AN INCREASE OF 1 PERCENTAGE POINT SINCE 
MARCH 9. 

2. ACCORDING TO COMMERCIAL BANKERS, THERE ARE A NUMBER 
OF REASONS FOR THE LACK OF ACTIVITY ON THE 
INTERBANK MARKET. THE END-QUARTER TAX PAYMENTS (ON 
INTEREST PAID ON DEPOSITS), MEETING RESERVE REQUIREMENTS, 

AND, ACCORDING TO BANK OF ITALY SOURCE, LOWER-THAN- 
EXPECTED TREASURY SPENDING DURING THE FIRST QUARTER 
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HAVE ALL TENDED TO REDUCE THE AVAILABILITY OF FUNDS 
AND THE LEVEL OF INTERBANK ACTIVITY. HENCE INTEREST 
RATES CURRENTLY QUOTED FOR TERM MONEY (WELL ABOVE 12 
PERCENT, ACCORDING TO ONE BANKER) ARE NOT REALLY SIGNIFICANT 
MARKET RATES. INSTEAD OF PUBLISHING SUCH RATES, PERHAPS 
MISLEADINGLY HIGH, THE BROKER (EUROMOBILIARE), WHOSE 
RATE IS NORMALLY QUOTED, IS NOT GIVING QUOTATIONS. ONE 
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BANKER SPECULATED THAT THE BROKERS DECISION WAS 
INFLUENCED BY THE BANK OF ITALY WHICH DID NOT WANT 
TO GIVE THE IMPRESSION OF A LARGE JUMP IN INTEREST RATES 
DURING THIS PERIOD OF UNCERTAINTY. 

3. ANOTHER FACTOR WHICH HAS APPARENTLY DAMPENED 
INTERBANK ACTIVITY IS A RUMORED REDUCTION IN THE 
DISCOUNT RATE. THE MARKET IS EXPECTED A 1.0 TO 1.5 
PERCENTAGE REDUCTION. PERHAPS BY THIS WEEKEND. BANKERS 
CONTACTED BELIEVE THAT THE DISCOUNT RATE CUT WILL 
ACCOMPANY THE EXTENSION OF LIRA CREDIT CEILINGS WHICH 
EXPIRE AT THE END OF MARCH. SINCE CONFINDU STRIA AND 
OTHERS HAVE CALLED FOR THE ELIMINATION OF THESE CEILINGS, 
THE BANK OF ITALY WILL REPORTEDLY USE THE CUT IN THE 
DISCOUNT RATE TO SIGNAL THAT THE EXTENSION OF THE 
CEILINGS DOES NOT NECESSARILY MEAN HIGHER INTEREST RATES. 
GARDNER 
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